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No. 14

TAX COMMITTEE COMMENTS AND RECOMMENDATIONS

Comments on Proposed Regulations Under
Section 964(c) of the Internal Revenue Code
Relating to Records and Accounts of United States
Shareholders in Controlled Foreign Corporations
Submitted to the IRS - April 14, 1965

Part of a Special Series Published by
The American Institute of Certified Public Accountants

COMMITTEE ON FEDERAL TAXATION

of the
AMERICAN INSTITUTE OF CERTIFIED PUBLIC ACCOUNTANTS

Comments on Proposed Regulations Under
Section 964(c) of the Internal Revenue Code
Relating to Records and Accounts of United States
Shareholders in Controlled Foreign Corporations

The new proposed regulations under Section 964(c) give
recognition to the comments of the business community on the pre
viously proposed regulations (proposed March 23, 1963) and are
now basically in line with the practicality of supplying information
to the Internal Revenue Service on operations abroad.
While the new
rules recognize the need for reasonable record-keeping requirements
for U.S. shareholders of controlled foreign corporations, we believe
that taxpayers and the Internal Revenue Service alike would benefit
if the following revisions were made in the current proposed regu
lations .
Section

General

1
TIR-542, which requires a statement to be filed
by U.S. shareholders of controlled foreign corpor
ations, should be withdrawn.
This statement is
designed to give annual information on the income,
deductions, taxes, etc. of controlled foreign
corporations and is in lieu of Form 3646 which has
not as yet been released by the Treasury.
The
annual Information required will either be supplied
by Form 2952 or will be available to the IRS under
the provisions of Proposed Regulations Sections
1.964-3 and 1.964-4.
The filing of a statement
or Form 3646 is therefore an unnecessary duplica
tion.
It is suggested that in lieu of Forms 2952 and
3646, a single form be issued by the Treasury
designed to provide the required information.
This form would be filed annually as a part
of the U.S. shareholder’s income tax return.

2
1.964-3

Section 964(c)(2) states that "Where ...two
or more United States persons would be required
to maintain or furnish the same records and
accounts ... with respect to the same controlled
foreign corporation for the same period, the
Secretary or his delegate may by regulations
provide that the maintenance or furnishing of
such records and accounts by only one such person
shall satisfy the requirements of paragraph (1)
for such other persons."

The proposed regulations do not provide for a
method for implementing the provisions of this
section, which is designed to avoid duplica
tion, especially in situations in which there
are a few U.S. shareholders with similar stock
interests.
The only portion of the proposed
regulations which appear to touch on this point
is Proposed Regulations
Section 1.964-3(a)
which states that "If such books or records are
being used by another district director, the
United States shareholder upon whom the district
director had made a demand to provide such
books or records shall file a statement of such
fact with his district director, indicating
the location of such books or records."
We recommend that, in addition to the above
quoted statement, the regulations make it
clear that an arrangement may be made between
a group of U.S. shareholders to appoint one
of their number as the one responsible for
making the records available as required.
The
form of the agreement and the method of implem
enting it should be left to the discretion
of the U.S. shareholders involved, although it
would seem appropriate to require each of the
shareholders to inform the Internal Revenue
Service of the name of the custodian.
This
can be done by requiring taxpayers to so indicate
in their U.S. income tax returns.

3

1.964-3

It should be made clear in the regulations that
the "books and records" requirement will, in
normal cases, be met by supplying the IRS with
verified financial statements of controlled
foreign corporations,adjusted where necessary,
to conform to U.S. accounting and tax standards.
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A provision of this type will minimize costly
duplication and at the same time Will provide
the IRS with the required information in most
cases.
Of course, under the provisions of
Section 6001 the IRS will have the power to
request additional information if it is deemed
necessary.
This suggestion is directed to our original
comment, dated May 3, 1963, dealing with un
availability of foreign records or copies thereof.
Where it is not possible to remove records
from the foreign country, we believe that a
reasonable alternative should be provided as
suggested above.

4

1.963-3(c)(1)(1)The twenty percent requirement of Proposed Reg
ulations Section 1.964-3(c)(1)(i) is not in
conformity with the statute and should be
changed to thirty percent.
In addition, if the foreign base company Income
of a controlled foreign corporation is more
than 70% of its gross Income, the United States
shareholder is required to report 100% of the
income of the foreign corporation as Subpart F
income.
Therefore, no detailed breakdown of
income should be required.

5
1.964- 4

We believe that Proposed Regulations Section
1.964- 4 should be eliminated completely.
Proposed Regulations Sections 1.964-3(b) and
(c) cover, in general terms, the type of
information that the IRS will require.
The
method of compiling the information should be
left to the discretion of the U.S. shareholders
so long as they are able to satisfy the IRS
as to the categories enumerated in Proposed
Regulations Sections 1.964-3(b) and (c).
At the very least, the following subsections
of Proposed Regulations Section 1.964-4 should
be eliminated:
(c)

Income from insurance of United
States risks.

(d)

Foreign base company Income and
exclusions therefrom.
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6
1.964-4(i)(2)

This paragraph requires that certain information
must be established regarding certain assets
exempt from the definition of United States
property by Section 956(b)(2).
This require
ment should be deleted.
If not, it should be
made clear that no additional burden should
be imposed on the U.S. taxpayer to provide any
thing more than that which would normally be
reflected in the tax and accounting records
regarding the basis of assets.
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